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In re: MM Docket 92-266

Dear Bill:

I am writing to follow up the meeting on March 2, 1993
attended by you and other FCC staff members as well as Messrs.
Frank Intiso, Mike Menerey and Howard Gan of Falcon Cable TV
("Falcon"). At that time, the Falcon representatives explained a
methodology for analyzing rates charged by cable television
systems failing to meet the "cable programming service" rate
benchmark which may be established by the Commission.

Falcon's "marginal cash flow" test was advanced in the
comments and reply comments filed by Falcon in the above
referenced docket. Based on the March 2 meeting, Falcon has
further refined its proposal as set forth in the attached paper.

By copy of this letter, I am causing a copy of the attached
materials to be placed in the pUblic docket in this proceeding.

Very truly yours,

Ar~£~
Counsel for Falcon Cable TV

AHH/sbc/S193
cc: Donna R. Searcy, FCC Secretary
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MARGINAL CASH FLOW TEST AS
A RATE ANALYSIS MECHANISM

SHORT OF COST OF SERVICE REGULATION

The Commission recognizes that in processing "bad actor"

complaints alleging that "cable programming service" rates are

unreasonable, after applying whatever tests and standards as may

be established by the Commission, some cable operators will be

unable to demonstrate that such rates are not unreasonable. In

such circumstances, the Commission may bea48ASsomerates
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the commission, and especially during the initial 180-day window

pursuant to Sec. 623(c)(3) of the Act.

Falcon Cable TV ("Falcon") proposes a streamlined mechanism

which could be employed by cable systems as a procedural

alternative to otherwise making a cost of service showing. It is

not meant to preclude any other showings or defenses which the

Commission may adopt. Falcon's "marginal cash flow" test relies

on readily obtainable financial information which can be derived

without resort to complex cost-based accounting or a uniform

system of accounts and offers a useful mechanism to guard against

truly unreasonable rates without impeding the ability of the

cable industry to continue to improve its facilities and

programming offerings.

As explained in detail below, the "marginal cash flow" test

would provide an alternative to a cost of service hearing whereby

a cable operator could demonstrate that a challenged cable

programming service rate3 is not unreasonable so long as the

ratio of operating cash flow generated by the system from all

cable services to the sum of debt service plus capital

expenditures does not exceed 1.20:1.

30ne of the principal advantages of the "marginal cash flow"
test proposed by Falcon is that it~ not require complicated
allocations of revenues or capital expenditures. Such an
approach lends itself perfectly to the "rates as a whole"
analysis to be performed pursuant to Sec. 623(c) as to "cable
programming service." For this same reasons, the test would not
be useful in the context of basic rates where the statute applies
very different standards focusing more narrowly on the statutory
basic service level to be established pursuant to Sec.
623(b) (7) (A).
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Procedurally, the "marginal cash flow" test would work as

follows. Where a cable operator has failed to satisfy any of the

criteria established by the Commission for determining whether a

challenged cable programming service rate is unreasonable, and

thus is faced with a cost of service hearing as the final

alternative to a rate rollback, the cable operator would then be

allowed to provide the financial data specified by the Commission

to allow the marginal cash flow analysis to be undertaken. If

the Commission determines that the data documents a ratio of

operating cash flow to debt service plus capital expenditures of

1.20:1 or less, the complaint would be dismissed. This is

analogous to a summary jUdgment procedure which would obviate the

need for a cost of service hearing. If the marginal cash flow

test is not satisfied, the cable operator could always go forward

with a full-blown cost of service proceeding before the

commission or pursue any other available options, such as a rate

reduction or prospective credit.

The application of the marginal cash flow test proposed by

Falcon is simple, straightforward and readily verifiable. First,

system revenues from cable television operations would be

calculated. 4 This is a figure which is maintained by all cable

operators and is the base for revenues SUbject to the franchise

4For rate challenges during the initial lS0-day window,
total revenues derived from cable television operations by the
affected system during the most-recently completed fiscal year
would be reported. For future rate challenges, historical annual
revenues could also be utilized, possibly adjusted by the
anticipated revenues to be derived from the rate increase being
challenged.
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fee limit codified in Sec. 622 of the 1984 Cable Act. For

example, the revenue figure would include, but not be limited to,

revenues derived from recurring cable service fees, second sets,

installations, remote controls and other cable equipment, and

advertising. operating expensess are then deducted from revenue

to yield operating cash flow. Operating cash flow is then

divided by the sum of debt service (principal and interest

paYments)6 and a pro rata allowance for system-related capital

expenditures incurred over a five-year period. So long as the

ratio of operating cash flow to the sum of debt service and

capital expenditures7 is 1.20:1 or less, the system would be able

to successfully defend a complaint as to unreasonable rates.

SFor the purposes of ease of verification, the calculation
would be based on actual operating expenses incurred during the
most recent fiscal year (possibly adjusted for inflation or other
legally-obligated increases). Taxes and other cash expenses
would be included. Partnerships, which do not themselves pay
income taxes, would be allowed to factor the ~ forma effect for
taxes into the expense calculation, so as not to unfairly
discriminate against partnerships vs. corporations. Interest and
non-cash expenses including, but not limited to depreciation and
amortization, would not be included. Extraordinary gains or
losses also would not be included. A reasonable allocation of
overhead (joint and common expenses) would be allowed. An
allocation based on the percentage of total subscribers would be
presumed reasonable.

6Projected debt service can be determined for the current
fiscal year based on existing debt level and interest rates.
This information should be readily available from a loan
amortization schedule. Again, the cable operator would be
directed to make a reasonable allocation of debt service expenses
among groups of systems covered by a given loan or debt
instrument.

7The sum of debt service and capital expenditures are
commonly referred to as "fixed charges." Operating cash flow
minus fixed charges is commonly referred to as "free cash flow."
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The pro rata allowance for capital expenditures requires

further explanation. First of all, it is beyond dispute that any

regulatory scheme which deprived cable operators of sufficient

revenues to reinvest in capital improvements would contravene one

of the five fundamental policy goals of Congress in adopting the

1992 Cable Act, to "ensure that cable operators continue to

expand, where economically justified, their capacity and the

programs offered over their cable systems. ,,8 However , capital

expenditures related to a particular system may vary widely from

year to year. In the event of a major system rebuild, for

example, an unusually large amount of capital might be invested

in a particular year. If this entire amount were included in the

calculation for the current year, a cable operator might be able

to justify a sharp increase in rates. To ameliorate this effect,

it is proposed that the "capital expenditure" figure be

calculated by including 20% of actual system-related capital

expenditures for the previous four years9 and 20% of budgeted

capital expenditures for the current year. If for some reason

the budgeted capital expenditures for the current year are not

fully spent, the pro rata allowance for that year can be adjusted

appropriately in the next four years going forward.

Attached as Exhibit A is an example demonstrating how the

81992 Cable Act, Sec. 2(b) (3).

9aistorical capital expenditures can be verified through a
CPA confirmation letter, as explained infra. In cases where
historical data is not available, good faith estimates may be
required based on extrapolation of available data.
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marginal cash flow computations would be performed. To the

extent any of these figures are challenged, the cable operator

would be required to submit a statement to the FCC from an

outside certified pUblic accounting firm verifying that the

amounts have been calculated in accordance with generally

accepted accounting principles and that the allocations (e.g., of

joint and common expenses) are reasonable. Attached as Exhibit B

is a representative form of outside accountant's letter which

cable operators should be in a position to provide.

The foregoing approach is consistent with numerous statutory

goals expressed by Congress in the 1992 Cable Act and by the

Commission in its Notice. First, it would provide a fair and

expeditious procedure which is sUbstantially less burdensome than

a cost of service hearing, consistent with the goals of sections

623(c)(1) (B) and (b)(2) (A) of the Act. It would not require the

development of a complex and burdensome "cost allocation manual,"

which a cost of service approach would require and which the

Act' s legislative history expressly disavows. 10 The "marginal

cash flow" test in one simple calculation takes into account the

numerous expense and revenue items which the Commission would be

required to consider by Sec. 623(c) (2) (D)-(F) of the Act in a

l~ouse Report at 83.
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cost of service hearing. tI Finally, the proposed test would

provide a streamlined "last step" short of a cost of service

hearing, establishing a reasonable balance between the goals of

insuring that overall cable rates are not unreasonable while at

the same time allowing efficient cable operators to attract

capital and make investments in improved facilities and

innovative programming options.

There are certain safeguards which might be added to the

Falcon proposal in order to more fully effectuate Congressional
-

intent. First of all, the Commission certainly does not wish to

create a situation which authorizes continual rate increases for

the purpose of servicing an excessive debt load. Nor does the

commission desire to create a "safe harbor" to protect those

operators which overextended themselves with debt in order to

finance acquisitions. Thus, debt service on debt which exceeds

six and one half times operating cash flow would be excluded from

the calculation of allowable fixed charges. This safeguard will

effectively limit the extent to which debt service can be taken

into account in the "marginal cash flow" test. The ultimate

effect of this approach may be to require refinancing of certain

highly leveraged entities. Indeed, the Commission may want to

revisit this 6.5 times cash flow debt service cap in the future

tiThe marginal cash flow test is based on all cable
television revenue derived by the system, including revenue from
unregulated services offered on a per channel or per program
basis. While such an approach is necessary to avoid complex
allocations of items such as expenses and debt service, it should
nevertheless be noted that this approach places even tighter
reins on overall cable system cash flow than mandated by
Congress. See Sec. 623(c) (2) (D) of the Act.
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to insure that it continues to reflect the realities faced in the

cable lending market.

Similarly, the Commission does not wish to allow cable

SUbscription revenues to subsidize debt incurred for non-cable

purposes. 12 Accordingly, as to any borrowings incurred after the

effective date of these rules, debt service would be allowed to

be taken into account for purposes of this test 2DlY in

proportion to the amount of such borrowings which have actually

been reinvested in operations or capital improvements relating to
-

the specific system at issue. However, debt service for

borrowings incurred prior to the effective date of these rules

would be allowed to be deducted from operating cash flow.

otherwise, significant numbers of cable systems would be

precluded from servicing existing debt, which could engender

massive defaults, and possible disruption or termination of cable

service. Clearly, Congress did not intend to put numerous cable

operators out of business.

It is simply impossible to reconstruct how every dollar

borrowed by a cable television entity has been invested in the

past, and the dislocations which such an effort might cause to

the 'financial stability of the cable industry are potentially

devastating. Nor can the embedded capital structure of the cable

12For this same reason, the proposed test focuses on an
analysis of revenues from cable operations as well as cable
related expenses. The mixing of revenues and expenses from
entities engaged in diversified activities not only runs the risk
of cross-subsidization, but also prevents the development of
clear and consistent comparisons.
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television industry be simply ignored. Rather than embark on

such a treacherous course, we believe that the problem of

"excessive" preexisting debt can be addressed by prohibiting debt

service on debt in excess of 6.5 times operating cash flow from

being taken into account in the marginal cash flow test, as

explained above. Future uses of borrowed funds can be monitored

much more readily, and the test proposed here insures that such

borrowings cannot be used to justify rates falling above the

benchmark unless such borrowings have been reinvested into the

affected system. Moreover, the proposed test provides the

Commission with a mechanism to adjust this test to reflect any

changes in capital markets affecting the cable industry, while

providing incentives for the cable television industry to reduce

leverage in a gradual, realistic fashion. 13

The "marginal cash flow" ratio of operating cash flow to

fixed charges (debt service plUS pro rata capital expenditures)

of 1.20:1 is a common index incorporated into loan covenants

generally encountered in the cable industry.14 Thus, this is not

an arbitrary test, but one which is based on conservative lending

parameters in the current cable financing environment. An

efficiently operated system is likely to have positive operating

13This is consistent with the approach which was taken by
banks in 1990 and 1991 to allow an adequate transition period for
cable television borrowers to adjust to the "highly leveraged
transaction" regulations that were introduced in 1990.

14See the letters from certain major lenders to the cable
television industry, and from certain investment banks, attached
hereto as Exhibit C.
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cash flow, ~, revenues will exceed operating expenses.

However, a bank is unwilling to lend money even to a system with

positive cash flow unless there is a sufficient "margin" of

"free" cash flow in order to make principal and interest payments

owed on the loan and to fund necessary capital expenditures.

Thus, lenders to the cable television industry typically include,

in addition to other financial covenants designed to insure

repayment of loans within an 8 to 9 year time period, a covenant

requiring that the ratio of operating cash flow to allowable

fixed charges (as defined above) be maintained at an average

level of at least 1.20:1 to insure that the operator will have

sufficient revenue to pay operating expenses, service debt, and

comply with capital expenditure requirements.

Indeed, loan agreements commonly in place in the cable

industry today often provide that, if a cable operator fails to

satisfy a 1.20:1 marginal cash flow ratio or other similar

covenants, the borrower is deemed to be in default. While the

bank would typically be entitled to commence foreclosure

proceedings in the event of a default, such draconian measures

previously have been rarely instituted in practice. Rather,

based on historical experiences, at a very minimum the bank would

typically demand a restructuring fee, a higher interest rate

(since the loan has been shown to be more risky), and in all

likelihood will place tight controls on the freedom of the
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margin, the result is likely to be even greater amounts of cable

revenues diverted away from system improvements or programming

innovations to satisfy these higher interest rates, and to limit

the ability of cable operators to make planned capital

expenditures. The foregoing results would clearly disserve the

pUblic interest and could not have been intended by Congress.

The marginal cash flow test provides a "fail safe" mechanism

which allows the Commission, the cable operator and the

complainant to avoid becoming embroiled in potentially protracted

cost of service hearings, while simultaneously guarding against

truly unreasonable rates without imposing such anti-consumer side

effects as described above.

In addition, it must be recognized that cable television is

an extremely capital intensive industry. Constant capital

expenditures are necessary just to keep pace with the staggering

onslaught of technical improvements and programming and service

innovations. Thus, a sufficient cash flow surplus must be

available for capital expenditures, or the ability of the cable

industry to respond to technological advances will be handcuffed.

Indeed, capital expenditures are often imposed by franchising

authorities in the form of contractual obligations incorporated

into the franchise. The new FCC technical standards and ongoing

CLI compliance responsibilities require the ability to

continually invest capital back into cable systems. Similarly,

the 1992 Cable Act itself is certain to impose numerous

additional financial burdens on cable operators. Although the
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ultimate extent of such costs is as yet undetermined, a few

obvious examples include retransmission consent, anti buy

through, customer service standards and consumer equipment

compatibility requirements. The marginal cash flow test provides

the cable operator with the flexibility to borrow the funds which

may be necessary to respond to such future financial demands,

while at the same time promoting reasonable levels of leverage

and guarding against excessive profit.

5227



EXHXBXT A

BXAHPL~ OF MARGINAL CASH PLOW COMPUTATION
($IN 000'8)

Revenues
Minus: Operating Expenses
Equals: Operating Cash Plow

II. CALCqw.u ALLOWAILI DDT 'PYlCI

Operating Cash Flow
Leverage Multiple
Maximum Base for Allowable Debt

Service
Actual Total Debt Outstanding
Excess Debt Outstanding

Excess Debt Sis

Total Actual Debt Service
(principal & Interest)

Adjustment
Total Allowable Debt Service

XII. CALCPLM'I ),LIIowpLI rlUP CQBCJ:&S

Example Example Example
A B C

$ 5,661 $ 3,056 $12,875
2,580 1,323. 5,839

$ 3,081 $ 1,734 $ 7'036

$ 3,081 $ 1,733 $ 7,036
x 6.5 X 6,5 X 6,5

$20,027 $11,265 $45,734
22.505 14,770 40,666

$ 2,'7B $ 3,50; $ -0-
~, 31.....1' N£A

$ 2,146 $ 1,320 $ 3,641
87,6% 68.9% N/A

$ ',BBR $ 909 $ 3,641

Total Allowable Debt Service
(Section II above)

Plus; Capital Expenditures
Equals: Allowable Fixed Charges

tv. pXy:U)I OPIB.UIIICI CUB FLOW
IX aLLOWABLI PXIIP 0RAlGIS

Ratio of Operating Cash Flow to
Allowable Fixed Charges

"'$ 1,880
871

$ 2.751

$ 909
516

$ 1.425

$ 3,641
1,230

$ 4r871

Example A passes the marginal cash flow test, Examples Band C fail the
test,



DEFINITIONS

Revenues: All revenues derived by the system from cable
television operations during the most recently completed fiscal
year. For example, revenues would include, but would not be
limited to, revenues derived from recurring cable service fees,
second sets, installations, remote controls, cable equipment
rentals, and advertising. This gross revenue figure should be
readily ascertainable. In many cases, this is the base figure
reported to franchising authorities for the purpose of
calculating franchise fees.

Operating Expenses: Expenses incurred by the system during the
12-month period described above. Taxes and other cash expenses
would be included. Partnerships, which do not themselves pay
income taxes, would be allowed to factor the pro fOrma effect for
taxes into the expense calculation so as not to unfairly
discriminate against partnerships versus corporations. Interest
and non-cash expenses including, but not limited to, depreciation
and amortization, would not be included. Extraordinary gains or
losses also would not be included. A reasonable allocation of
overhead (joint and common expenses) would be allowed. An
allocation based on percentage of total subscribers would be
presumed reasonable.

Debt Service: projected debt service can be determined for the
current fiscal year based on existing debt level and interest
rates. This information should be readily available from a loan
amortization schedule. Again, the cable operator would be
directed to make a reasonable allocation of debt service expenses
among groups of systems covered by a given loan or debt
instrument.

Capital Expenditures: This amount is calculated by including 20%
of actual system-related capital expenditures for the previous
four years and 20% of budgeted capital expenditures for the
current year. Historical capital expenditures can be verified
through a CPA confirmation letter. In cases where historical
data for all four years is not available, good faith estimates
may be required based on extrapolation of available data. If for
some reason budgeted capital expenditures for the current year
are not fully spent, the pro rata allowance for that year can be
adjusted appropriately in the next four years going forward.

S064



EXHIBIT B

Sample Auditor Letter To
Verify Figures Used For

Marqinal Cash Flow Computations



BOO
SEIDMAN

Maroh S, 1993

1900 Avenue of the Stars. 11th Floor
Los AnCeles. callfornl~ 90067
~lephone: (J 101 B H)'JOO
~lecopler: (3101 557-1777

Accountants and Consultants

Mr. Michael K. Meneray
Falcon cable TV
10900 wilshire Boulevard
Los Angeles, CA 90024

Dear Mr. Menerey:

You requested that we review the accounting and aUditing
literature to determine ~e extent of comfort that BDO seidman
can render in connection with issuing a report on schedule ot
marginal cash flow computation. I unders~and that Falcon is
proposing that the marginal cash flow computation be ~eflne~ and
included in the regulations, which are aoon to be issued by the
Federal Communicai:ions Commission (tlFCC It ) in response to the 1992
Cable Act.

St.at.ement on Auditing standards No. 62 "Spacial Reports"
prescribes t.he torm and content of auditors' r4ports issued in
conneotion with "oompliance with aspects of contractual
aqreements or regulatory requirements related to audited
financial statements".

Attached to this letter is the type ot report which could be
rendered in connection with tha computation of marginal cash flow
(as. Qetined) tor submission to the FCC to comply with the FCC's
regulations.

If you have any questions or comments, please contact me.

/h:;i~
Martin G. Paravato,
Partner

Ibsl

Enclosures

{BOO
BINDER



BDO
SEIDMAN

INDEPENDENT AUDITORS' REPORT
ON

gCHEDU;wE OF MARGINAL CASH FLOW

1900 Avenue of the St.rs. I llh Floor
Los An,eles. California 90067
Telephone: 11101 B 7-<))00
le~er. (3101 SS7·1777

Accountants end Consultants

Falcon cable TV
Loa Anqele8, California

We have aUdi~ed the accompanyinq sohedule. of marqinal cash
flow <as defined in the regulations is.ued by the FCC in
connectIon with the 1992 Cable Act) of 7a100n Cable (namo of
system) for the year ended December 31, 1993. The schedule is
the responsibility of the Company's management. Our
re.ponalblllty 18 to express an opinion on these schedules based
on our aUdit.

We oonducted our audit in accordance with generally accepted
auditing standard8. Those standards require that we plan and
perform the audit to obtain reasonable a••urance about whether
the schedules of marqinal cash flow i. free of material
misstatement. An audit includes examining, on a test basis,
evidence 8upportinq the amounts and disolosures in the sohedule
of marqin~l cash flow. An audit also includes assessing the
accountinq principles used and significant estimates made by
management, as well as evaluating the overall schedUle
presentation. We believe that our audit provide a rQasonable
basis for our opinion.

In our opinion, the schedule of marginal cash flow referred
to above present fairly, in all material respects, the marginal
cash flow and increase in reserves for defined expenditures of
Falcon Cable (nam, of system) tor the year ended December 31,
1993, as defined in the regulations referred to in the first
paraqraph.

This report is intended 801ely tor the information and use
ot the manaqement of Falcon Cable (name of system) and should
not be used for any othQr purpose.

BDO SEIDMAN



EXHIBIT C

Letters From Lenders And Investment Banks





N"Unndlltnk
1'. O. Box 831000
nRn"" TX 1~2113·1000
T~I 214 608·82R2

Natlon.Bank

March 5, \ 993

Mr. Michae' K. Menerey
Chief Financial Offioer
Falcon Cable TV
474 S. Raymond Ave" Suite 200
Pasedena. CA 9"06

Dear Mike:

You have requestad I reepo'lse from the b~nk. regarding generallv Iccapted lending
parameter. fol' Our elbl. televisIon debt portfolio. specifically wIth r.glrd to the tOt,1 debt to
cash flow ratio and fixed charge coverage ratio. AI you know, Natlon.Bank I•• leader in
ci'ble television finance with approximetely 11.6 billion In commitments to the Industry,
placing us as the " domestic and 113 worldwide lender to cab!. television today. Our cable
portfOlio Is comprIsed of 68 credIt facilities to IndivIdual cable operator. apread acro.. the
UnIted Statu.

We underst~nd thet you ha"e propoud to the FCC en alternative of ev,lulting cable .ervlee
rates thet Incorporates certain tredltlonlll credit ratlo6, namely total debt to c8.h flow end 8
fixed charge coverage test, We slso understand thlt your proposal Is intended to provide
the FCC with a Ilmpls, exp6ditioua mechanism for eVllulning complalnu lodged against
cable operators whoae rates mIght f,rroutslde the FCC', benchmarks,

It Is important to us that the industry continue to havs access to the capital markets and
thflt their e)tlsting and future free cash flow be sufficient to cover, with a roasonable
cushIon, debt service and capital expenditure requirements. The credit atandards In this
regsrd are more connrl/ative today th9n the still'ldards banks applied just 8 few years ago.
Today, the bank market would typiCally demand maximum total debt to operating cash flOW
no greater than 6.5)(. Bondholders and other inatltutional lenders will tolerate somewhat
higher debt to cash flow ratios than the bank mlHk~t. Fixed charge coveraga Is d.fined IS
Eernlngs Before Interest. Tues. Depreciation Md Amortization ("EBITOA-), teu cash t8X8I,
divided by the sum of iflterest, mand~torv principeI payments on total debt and capit.,
expenditures. In genstol. the b8r'\k. mMket today needs to see fixed charge coverage
averaging 125% or oreater over the first five years of a bank financing.

Please let me know If ther" is anything else I can provide.

Sin~)) jb-.
Douglas S. Stuart
Vice President
(214) 608-0922

g:\ w '" \tv\.:l9 ,\I.lcc".II'





THE BANK OF NEW YORK
NEW YORK'S FIRST BANK - rOUNDED 1784 BY ALEXANDER HAMILTON

ONE WALL STREET, NEW YORX, N. Y. 10266

March 8, 1993

Mr. Michael K. Menerey
Chief Financial Officer
Falcon Cable TV
474 S. Raymond Avenue, Suite 200
Pasadena, CA 91105

Dear Mike:

You have requested a response from the bank regarding generaUy accepted lending parameters for our
cable television debt portfolio. As you know, The Bank of New York is a leader in cable television
finance with $1,350MM In commitments to the industry, placing us as one of "the top three lenders to
cable television today. Our cable portfolio Is comprised of 42 credit facilities to individual cable operators
spread across the United States.

We understand that you have proposed to the FCC an alternative of evaluating cable service rates that
incorporates certain traditional credit ratios. We also understand that your proposal is intended to
prOVide the FCC with a simple, expeditious mechanism 'or evaluating complaints lodged against cable
operators whose rates might fall outside the FCC's benchmarks.

It is important to us that the industry continue to have access to the capital markets and that their existing
and future free cash flow be sufficient to cover, with a reasonable cushion, debt service and capital
expenditure requirements. The credit standards in this regard are more conservative today then the
standards bank applied just a few years ago. Today, the bank market would typically demand maximum
total debt to operating cash flow no greater than 6.5x. Bondholders and other institutional lenders will
tolerate ~omewhat higher debt to cash flow ratios than the bank market. Fixed charge coverage is
defined as Earnings Before Interest, Taxes, Depreciation and Amortization rEBITOA"). less cash taxes,
di"lided by the sum of interest, mandatory principal payments on total debt and capital expenditures. The
bank market today needs to see adequate fixed charge over the life of a financing.

Please let me know if there is anything else I can provide.

Sincerely,

~7-r'.
Brendan T. Nedzi
Vice President



i BANKOUJ

VIA FEDERAL EXPRESS

March 8, 1993

Mr. Michael K. Menerey
Chief Financial Officer
Falcon Cable TV
474 S. Raymond Ave., suite 200
Pasadena, CA 91105

Dear Mike:

You have requested a response from the bank reqardinq qeneral lending
parameters tor our cable TV portfolio, apecitical1y with regard to
the Total·Debt to Cash Flow ratio and the Fixed Charqe Coverage
ratio. As you know, The Bank of California, N.A. is a leader 1n
cable TV finance with $430 million in commitments to the industry,
placing us among the top 30 lenders to the industry. Our cable TV
portfolio is comprised of 30 credit facilities to individual cable TV
operators spread across the United states.

We understand that you have proposed to the rec an alternative of
evaluatinq cable TV service r~tes that incorporates certain
traditional credit ratios, namely Total Debt to Cash Flow and Fixed
Charge Coverage ratios. We also understand that your proposal is
intended to provide the FCC with a siaple, expeditious mechanism for
evaluating complaints lodged aqainst cable TV operators Whose rates
might fall outside the FCC's benchmarks. Further, it is important to
us that the industry continue to have acoess to the capital markets
and that their existing and future free cash ~low be sufficient to
meet, with cushion, debt service and all other necessary expenses
includinq capital expenditures. We also teel it is important that
cable TV operators have the ability to adjust their service rates to
reflect the cost of doing business, especially if suppliers to the
industry increase the costs of necessary qoodsand services. Having
stated the foreqoinq, the followinq is provided.

,"

With regard to the two aforementioned financial ratios, in general we
typically seek new credit relationships Where Total Debt to Cash Flow
is below 6.50X and Fixed Charge Coveraqe is above 1.2Sx. We
currently have transactions both above and below these parameters due
to other mitigating factors Which should stress the point that these
are 9§~~~ parameters. Further, considerations other than these two
ratios are factored into the credit decision as well.

Also important with regard to these two financial ratio tests are
their definitions. We typically seek the most conservative
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